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| .Declares Every Eu

|*  Critical State, but Says There Is No |

-~ Lack of Sound Basis and Amer-

ica Cannot Afford to Keep
Her Dollars at Home

: s
ropean Credit Is in|

" A . A\
What Happened to Europe.

This is the fourth of five in-
stalments of “What Happened to
Europe,” written by F rank A.
Vanderlip, who recently resigned
as president of the National City
Bank and has long been recog-
nized as one of the leading finan-
ciers of the country. His account
of industrial, social and financial
conditions overseas is based on a
three months personal and ex-

Baustive investigation,
\

J

’ By FRANK A. VANDERLIP.
CHAPTER X.
Credit.
REDIT is so delicate a thing
‘ it is dangerous to talk about
it If & credit is to be welghed
| and analyzed, and the chunce of its
i fuiling 10 be répaid appraised, the not
| of

unusual course the conservative

financier or inveator Is to say that ho
] wants mothing o dp with it
]' There is not a credlt in Europe to-
1

day that does not need to be welghed
and Its chance of repayment carefully
appraised, but it will not do for
America to say that she will keep
her dollars at home  henceforth
and get into no further entangling
fTorelfn financial alllances, One
Americun financier in Burope summed
up hiz view of the sityation by saying
that he would advise his partners
henceforth to keep very close to shore,
My reply was that keeping close to
the shore might result In haviog o
hole stove in his boat. America can-
not keep close to the shore, We are
sunched, whether we llke It or not, In
the world’s current. We have moral
responsibilities that should and will
Appeal to us, but H we only look at
the situation on the Marrowest of ma-
terial grounds, and look with clear
vislon, we will understand how In-
wolved s our civilzation with
glvilization of Europe, and we will
oomprehend what it will mean U by
fuiling Europe In her hmour of greal

eod we promaturely Injure the fabric
of civillzation there

‘-

the

Britain’s Vast Debs,

The Britlsh Chancellor of the
Bxchequer looks forward to British
taxpayers facing an annual budget,
after the extraordinary eoxpenses of
demoblitsution have been mel, of
£768,000,000, which is £114.000,000 more
than he can foresee as likely to come
Ints the treasury from the present
rate of taxation. The cost of the war
after demobllization will astound the
world. From April 1, 1M8, to the day
af the armistice Great Britaln's war
sxpenditures were £7.442,000 per day,
From the armistice to March 21, 1916
they have averaged £6,470,000 per day,
From the armistice to April 1, 1919,
England pald out £52,000000 in
:\ll.ulu to the members of the

who were demobllized, and un-
employment doles absorbed £13,000,-

. 000, that figure, of course, being since
" much incressed, as it grows by one
- milllon and a quarier pounds a week
England set an example in taxation
%0 mll nations, In the year ending
Aprfh ¥, 1019, 344 per cenl of her
total éxpenditures were provided by
Wnes, and Tor the flve years of the

pages with any statistical analysis of

cent. of the total war cost was pro-
vided from revenue. ‘

AL the outbreak of the war the
British national debt was £645,000,000,
On March 31, 1019, it was £7,435,000,-
000, of which £6,0856,000,000 was inter-
nal and £1,360,000,000 external. The
forecast for the year ending March
31, 1920, indieates an expenditure of
£1,435,000,000, and & revenue of £1.-
160,000,000 with a deficit to bse met
by borrowing of £275,000,000, although
the Chancellor prefers to make a safer
estimate and put tho new loans neces-
sary as totalllng three hundred mil-
lion pounds, J

That does not measure the borrows
ing the Treasury faces, however. The
floating debt om March 31 amounted
to £1.412,0000000. Most of this is In
three months Treasury bills, and con-
stant appeals to the market must be
made to renew these foating obliga-
tons. On top of this are the natlonal
currency notes, demand obligations of
the Government in the form of clrou-
lating notes, which on April 23, 1819,
stood at (249,000,000, and were sup-
ported by a gold reserve of {38,600
000. Thelr amount is steadlly rising.
The aggregate amount of legal tender
money of Engiand, which at the be-
ginning of the war was £214,000,000, ia
now more than [540,000,000,

These fgures take no accownt of
the obligations owed to England by |
her allles and Dominlons. J'sese obli-
gations on March 31, 1018, amounted
to £1,784,000,000,

Fletitions Wealth,

As “Mr, Chamberiain wisely ob-
serves, the hard, Inexorable economlic
facts of Great Britain's fAnanelal po-
sition are obscured by a fletitious ap-
pearance of wealth, There |s between
two und three times as much legnl
tender money In <irculation as there
wae before the war, The deposits of
the joint stock banks have more than
doubled. Almost all of thelr additional
deposits are represented In thelr port-
follos by short dated Government se-
curities. The avernge figures indlcate
that about 44 per cent. of British
bank porifolios are In Government ob-
Ugations. The great French banks by
comparison show about $0 per cent.

of their portfolloe In Government
paper.
1 am not going to burden these

the financial position of the wvarious
Governments. The position of every
one of them that was directly in-
volved in the war may be frankly ac-
cepted as critical. To England one
might perhaps better apply the word
“diMcult” than “critical,” but as for
the rest, Lthe position of the domestle
bond holder gives promise of unpleas-
ant eventoalities either in the way of
sonled obligations or depreciation of
the currency In which the debt s
meanured, or of such a direct tax as
tha voters of Switserland have Just
imposed. M. Klotz, the Ficance Min-
ister of France, without, one foars, &
clear economic understanding of the
problem, proposed a capital tax In
France. The proposition met with
such o roar of opposition that it was
dropped almost as soon as I was pro-
posed.

In the chapter on France I have
Fiven some Indication of the national
financiad burdens, In Italy the na-
tional debt i le#s, but its crushing
welght ia proportionately as great,
particularly In view of Ttwaly's com-
parative povoerty in natural resources,
When we turn our attention to Polund,
Lithvania, Cescho-8lovakia, Jugo-
Blavonia, and Greece, to say nothing
of Germany, Austria and Turkey, the
situstion prosented In each case s
deaperate  Just how desperats no one

ar ending April 1, 1919, 3% Dper
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could measure, becuuse to-day no one
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knows what is the debt of any of those
countries, They have been made up
by a redrawing of national lines, but
it was found gpasier to druw natlonnl
lines, infinitely diMcult as that task
Is, than jt was to reapportion to the
new nations with a Just allocation
that part of the old delit of the na-
tlons from which the new countries
have_been made.

Anything lke a discussion of the
national Anances of most of these new
natlons with a view to definite action
I= wholly impossible untll the Gov-
ermments which they have temporarily
set up have been formally recognized
by the great Powers., and that recog-
nitlon, up to the moment when this is
written, has not been definitely glven.
Zuch nations as Poland, Lithuania nnd
Czecho-8lovakia might concelvably go
to thelr own nationals In Americn and
rafme 4 certaln amount of credits with-
out having the busis of those credits
very closely sounned. but even thet is
Imposaible unt!l the United States has
ofMiclally recognized thome Govern-
ments, Rumania has a better founda-
tion for nmatlonnl credit than the other
stualler nations mentioned because hor
existing delit s not overwhelming aund
her resources In oll and agriculture
are very great indeed: Hut even so,
she 1s ot at the moment in a position
o command even & part of the credit
that ahe vitally needs.

All Opem to Vital Ohjection,

In any consideration of credits In
Europe, whether they be national or
Individyal, whether they be secured
by clalma upon the German indemnity
as collateral or offered by corpora-
tions or Individuals of wealth, they are
all open Lo one vital objection. There
is no political safety in Europe any-
where so long as there is left any
country unable to command & sufficient
amount of credit at least to make the
beginning of an attempt to restart its
idie Industries. 1 have sald elsewhere,
but it cannot too often be rep:...ed, or
too clearly kept in mind, (hal para-

Iyzed Industry, idle workmen, stop-
fage in the faw of manufactured
- ———
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things, and the want and hunger
which must follow as & consequence,
nll of which s emphasized by Lh

broakdown of domestie transportation,
spell Bolshevianm.

If the foregoing ls a correct view,
then Europe must be looked at as n
unit and one must cease tryving to find

a nation here or there, or a loan of one |

character
i= thought
sequrity,
an nitmosphere where Bolshevism (s
contagious, and where an outbreak In

In Iteelr
basis of

ur
to

that
falr

anolhepr
offer a

one centre s almost certaln to hbe
communicated to adiacent regions
Any attempt to grant eredit facilities

for the rehabllitution of Europe must,
1 belleve, be wo commprehensive In its
character as to embrace ot least a
serjous effort to restart the industrial
cycle {dn all the European countries.
I dild not include Rumsia In that
category because, for the time being
Russia s outside the pale of capitm-
listle consldemtion, for thera I no
government with which capital cun
contract. Bolshevist Russia must, for
the present, be economically
as A patient too dangerously Involved
with contnglon to permit any finan-
clal Intercourse

There cannot be security in |

| that

going again By recelver's certificates
I mean national obligations having a
prior len wpon the national Income
It would phrhaps be impossible to get
any ong of severnl nations to offer
such security
vidually, but 1 belleve If an identical
formula were presented to each na-
tlon, and If all were alike asked for a
prior llen, the difieulties of national
pride would be more easily overcome

1 will not here go Into the detalls of
a plan which has been suggested to
our own Government and to leading
European officials und Ananciers, Per-
haps bafore thessa pages printed
plan, or some modiflcation of It,
or some olher plan that recognizes the

are

| principle of denling with Europe as an

entity in the first Instance of granting
credit, will have been agreed o, In
any case, evenis are travelling too fast

| to make the pages of & book a sultable

Isolnted |

Jnea for auch a current discussion, 1
will merely presume that some way ls
to be found to grant the Nrst credits
that are so vitally essential to provide
ecach of thess nations with a certain
amount of machinery, raw matarial
and rallroad equipment to

| beginning In the difection of restart-

Are we then to give up the l-l”‘h' as |

hopeless and mark the whole fleld ns
too dangerous for tlmid dollars to
enter? My answer would be thal
under no clroumstunces should we
do that. It would be morally cowardly,
and financislly more dangerous than

would be an Intelligent attempt to
gmmpple  comprehensively with the
prohlem,

How, then, shall we take hold of {t?
If wa cannot let ithe usual principles
of credit govern our fnancial de-

ing the industrial cyele, and T will pasa

to some conslderation of what the
next #tep may be,
Sownd HBasls Not Lacking.
Let mo one think that Europe is

lacking in & sound basls for obtaining
ull the credits that the lending nationa
can possibly extend, provided Eurupe
Bets fairly started back on a return to
normal economic life. Not only is En-
rope enormously rich, but there Is in-
herent in the present situation =
power of rapld recovery, If tha tangle
can oniy be stralghtened out, which

cisions, If all Burope is so knit to- | will set the continent in the dlrection

gether that we must be guided by her | of recovery. If industry is not promptly ' mearely

necessities rather than by the security
that Individual countries can olfer,
bhow can we make a beginning?

In the firat place, to put It frankly,
Europe Is In a situation where to my
mind she must needs give recelver's
oeriifcates for the credit to get her

restarted ths possibilities Involved arve
too black to picture, but If all thess
nations can be faced In the right di-
rection It would be possible to wipe
out most of the scars of war In an
amazingly short time. .

1f ¥ read the situation aright, there

permit a )

tionship,
haus something that America lacks
|hns experience and an understanding
lof International busineass which

Europe lacks credit, but

Eocs
l #X peErience.
should the best of grounds for a
partnership in commercial and indus-
| trinl affpirs, We woyld bring to the
|p..rtunr-\hip capjtal and a certain
lumuunl of imagination and vigor,
Inlmn the Europeans would being an
industrial plant and a commercial or-
ganlzation thoroughly experienced in
flelds where we have not adventured

be

| The cotton mills of Italy give an out-
look Into the Near Fast 1l 1 belleve
It would be greatly to the advantage ot
cotton Interests ambitious to extend

markets in that direction to work with
[tallan cotton mill interests, The Ital-
lans bave been extremely clever of late
yeara in the production of cheap goods
for the Near East. They have an
abundance of labor. Thoy Ile
route betwi®n our cotton Nelds and the
uwitimate market and they know the
murket.

trinl engineering quite nround the
| world., She has strong men with prac-
tical experience of construcilon and

installation over the widest territory.
They have A great number of plants
| of one sort #nd another operating In
| almost every Important countr$ and
| they have many projects in hund that

on n)

Jelgium has done successful Indus- |

| have been studied, some of which are |

ripe for execution, There could be a
partnershlp of American capital and
industry formed with Belgian expe-
rience in Industry which might
A great Inlernutional role.

play |

There s no more dreadful error to |

be made by America thon parrowly to
ln‘nm-hu‘lﬂ that forelgn trpde means
seliing out producta and to
close our minds to the Kea nf helping
rehabilitate and making future mar-
lknu for tha product of European In-
dustry. Some may hold the opinign that
a loan of eredit to rebmbllitate industry
In Burope would be merely a loan to
lhnl" our Indostrial compsiiters more

| falrs are as a result of this disorgant-
zation of European industry, *f
for the moment there are effective do-
mands that pretty well tike up any
| slack there I8 in productive capacity
anywhere, The creditea will be quicicly
exhausted upon which muoch of the)
purchasing has been done in Interna-
tiona)l markets In the ficst six month
| 8ince Lhe armistice, and the new credit
may e slow of craation For a time
| International trade must be moved by
crodits, because Fuoropa Is In no posi-
tlon to produce exporiable surpluses
of anyvthing In appreciable amount
uand therefore will ot have normal @
| amopnts of goolds 10 exchange for.
l'.‘..flt‘kl goods until the in rial proe- |
essen and the former reactions in de
mand of one Industry upw .uluiir-l
have becn set In motion.

lnestion of Banking Credits,

Of course banking credit will ulti-
mately come into  the Pt e but
there are greal misconcepilions in the
minds of Government officials, of Lust.
ness men, and 1 would even venture to
Eay in the minds of some bankers, as

|

lns surplus products
|

Is to be 4 new type of financial rela- 1l|lul‘i-[_\' to get buek Lo a position whero

1|1Rn;-\ Can oulstrip us In competitive
It |murkets and therefore we hnd best
| keep our credits at home and push
| our present commercinl andvant ige. It

it approgched indi- | in many Instances far beyond our own | feems to me that thie conception is as
I[L seems (g me that this | seriously wrong ns possibile,

Fareign

trade ig Interchange and distinetly not
to be conceived of us merely selling
by one country o other countries, As

| Buropean industry is rehabilitated and

nre made that can

exchanged for the surplus products
af other countries, the world will get
back to zomething ke

For the moment the

conception of Wow dise

to the proper function of bank credit
o such a slitustion as the present one
I have always felt that it was salutory
to look at n bank, not as an Inex.
haustible fountain of ¢redit, but rathes
as the greatest debtor In the commers
cinl world We are apt speak of
the resources of & bank instead of that
exactly counterbalagelng flgure, its

]
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|
| . .
| tions Must Await
. Recognition

liabilities; and borrowers at least do
not keep clearly in mind that the
banks are the greatest borrowers of
all, und that they owe all of thelr re-
sources, except the modest percentage
]t!mt repregsents thelr capital; and,
more than that, stand committed to
the repayment of thelr dent on Qe
mand. All this means that wise bank-
ers will not tie up In long term credits
the funds that they owe to depositors
on demand. Tho credit that repfesents
! goods In transit, raw material in proc-
Yess of manufacture, products moving

!r'lir-%‘lly Into consumption is the ideal

fh:"m of credit for bank loans. Ail
l-.'t‘mlitr! that Inherently have In them
| the power of self-liguidation is the

| proper use for bank resources.

| When a bank begins to loan against

| & commodity in transit, and further
agrees Lo renew those loans for a pe-
riod of & year or two after the com-

||||uc1|l§' that formed the original basis

jof the loan has passed Into consump-

| tion, the bank has engaged In finan-

Illng rather than bunking. If It takes

on much of thiy character of busi
| ness [t (s on dangerous ground. Per-
sonally, 1 Delleve one of the few
| serlous errors, in disregard of the
| sound pringiples of banking which
the Federnl Reserve Board has made
| has Leen to permit the rediscounting

lof bllls that have been drawn under
| agreements to renew. Buclh bllls ceass
to have any self-liquidating character,
| after the goods against which thes
were drmwn passed into censumption
| while the payment of the original bill
::h extended.

_lunnnrlunllr for American Banks,

The role that American banks can
I|,-‘..n in the credit situation in Europe
{ Is of vast importance, and |f they :.-uif
| hold firmly to the lines of aound com
mercial banking it 1s & rolse which thes
can play with seocurity and profit
Never was there greater need, how
ever, for & firm grip by bankers on
the fundamental principles of sound
banking., There will be presented most
attractive opportunities to make bank
| Invans under conditions and for terms

that will tuke the loan out of the
category of proper banking and put
| it Into the form of fMnancing 1t

| bankers are finn In adhering to prin-
ciples they will leuve such louns to be

worked out In other ways and will
perform their true function by mak-
g louns thiet have within themselves

Lthe Inherent power of gelf-lUquidation.

[ wm quite nware that grent and
apparently sueccessful systems of bank-
ing have been bullt up on the con-
tinent In appareht disregard of the

which I haves here been

sizing. The German banks wera

deeply interested"in German indus-
try The aume is true in a measurs
uf Itallan banks to-day, In France
I1u. Hitle encouragement has been
given to Industry by the banks and
o much emphasls has been lald
upon  the profits made by floating
securities. 1If some of the billlona of

French capital, which under the #timu
lation banking propaganda found
Ite way into Russian and Turkish loans.
| had been Invested In French industry,
the present position of France wounld
unhappy. In England the
| sound traditions of commercial bank
have been, much more closely
aidliered to than on the continent, but
England 1s now off the gold basis and
her bunks are encountering ohstaglen
|in the neld of world-banking which
| seemed very difficult to surmount,
American bankers have an oppor-
tunity in the Aeld of world banking
brilliant beyond any conception which
they bave herstofore had. 1f they
will rloe gbove the provinclalism In
which they have been trained and still

| be lens

i ing
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anderlip Foresees New Financial Relationship With Europe




